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Staying together for the sake of the home? House price shocks and partnership dissolution in the UK
Non-technical Summary
This paper explores the importance of unanticipated house price shocks for marital breakdown in the UK using individual household data from the British Household Panel Survey (BHPS) and county-level house price data from the Halifax House Price Index (HHPI).
The economic literature on the causes of marital instability emphasizes that couples separate when the benefits of divorcing and possible remarrying outweigh the benefits from staying married. Changes in the risk of marital breakdown are caused by changes in these expected benefits.
Although previous studies have tested for the effect of financial surprises on marital stability, these have overlooked the importance of shocks arising from the housing market. Since housing is such a large part of wealth for most couples, sudden changes in house prices might be expected to affect marital stability. This is confirmed by our research, which can be summarized as follows.
First, the decision of owner-occupier couples to split-up is particularly responsive to unexpected decreases in house prices, and these negative shocks significantly increase the probability of marital breakdown. Second, the response to negative house price shocks differs for different types of people. Younger couples with relatively low income, high mortgage debt, and dependent children are especially vulnerable to the destabilizing effects of falling house prices. Finally, unexpected increases in house prices have no significant effect on family stability for owner-occupier couples, but they reduce the probability of splitting up for couples renting houses from the local authority.
From a practical viewpoint, the results of this paper suggest that downturns in the housing market can do sustained damage to family stability, an issue which is firmly recognized as a priority by policy-makers. Since unanticipated increases in house prices have no effect on family stability, while unanticipated decreases are destabilizing, this paper implies that policy-makers can reduce the risk of family breakdown by easing the impact of unexpected decreases in house prices. Welldesigned policies that support families with low income and high debt (e.g., mortgage interest deductibility) may be the key to reducing the degree to which couples are affected by money lost on their homes.
Introduction
The housing boom in the UK over the last decade has been blamed for many socioeconomic problems. The perceived negative consequences of high house prices are manifold, from an increase in social inequality (Cheshire and Sheppard, 2004 ) to a reduction in labour mobility (Murphy et al., 2006 ) to a significant decline in hours of work (Henley, 2004) . During the last UK house price boom, divorce became another social phenomenon suspected of being affected by rising property prices. Indeed, informal speculation in newspapers as varied as the Telegraph and The Irish Times suggested that high and rising property prices might act as a disincentive to divorce. One comment read:
"Property prices are now so high that it is almost impossible for divorcing couples to fund two homes where one previously existed." (The Irish Times, December 7, 2005) This argument hints at the possibility that rising house prices might help to keep couples together, as individuals recognize that, whatever problems they have in their relationship, the prospect of a divorce and the associated move down the property ladder is much worse. But additionally, and perhaps more importantly, it is also conceivable that couples who see the equity in their family homes dramatically rise perceive this as a "surprise increase" in the expected gains from remaining married to the same spouse. Theoretically, the risk of marital dissolution should decline as a result. Following the UK's recent housing market slump, a similar line of reasoning has been advanced that speculates about the impact of falling house prices on marriage:
"High inflation and falling house prices put pressure on marriages and might thus contribute to higher divorce rates." (The Economist, July 24, 2008) Taken together, these arguments would seem to be consistent with both rising house prices protecting partnerships and falling house prices destabilizing them.
However, even though changes in house prices feature prominently in recent informal thinking about divorce, evidence for their empirical importance is very limited. The core contribution of this study is to make the first attempt to measure the impact of house price shocks on partnership dissolution. The starting point for our analysis is the empirical literature on the determinants of marital instability, with Böheim and Ermisch (2001) and Walker and Zhu (2006) as the contributions most closely related to ours. Walker and Zhu (2006) study the determinants of partnership dissolution focusing on the role of child support. Böheim and Ermisch (2001) explore the impact of financial surprises on partnership dissolution using survey-based expectations data. This paper emphasizes similar issues with regard to house price surprises. This is particularly relevant at the present time given the turbulence in housing markets that has been experienced in many countries. A key question is whether these developments have consequences for marital stability. An answer to this question would not only enhance our understanding of the economic determinants of marital breakdown, but is also policy-relevant, not least because marital dissolution inextricably jeopardizes the well-being of children.
This paper examines the impact of house price shocks on partnership dissolution using individual household data from the first fourteen waves of the British Household Panel Survey (BHPS) and county-level house price data from the Halifax House Price Index (HHPI). As anticipated changes in house prices may not induce changes in observed divorce behavior, 1 we compute year-on-year house price surprises as the residuals from a logarithmic second order auto-regression using HHPI house price data for 1991-2004 with fixed effects at the county level and time dummies. We then use the cumulated residuals to obtain for each household a county and year specific house price shock variable.
The paper has several interesting findings. The first key result from a partnership dissolution model for owner-occupier couples is a negative and statistically significant coefficient on the house price shock variable. This aggregate house price shock effect is consistent with both positive house price shocks reducing the probability that a partnership dissolves and negative shocks increasing it. In order to test whether the effects of positive and negative surprises are asymmetric, we decompose the aggregate house price shock variable according to its sign. Estimates suggest that the aggregate house price shock effect is mainly driven by negative house price shocks, which significantly increase the probability of partnership dissolution. Negative shocks are particularly destabilizing for young couples with low family income, high mortgage debt, and for those with dependent children. Positive shocks have the expected sign but are are not precisely estimated. These findings are robust to a wide variety of empirical specifications and estimates across sub-samples. The other precisely estimated coefficients are as expected: the risk of dissolution declines with duration and a woman's age at the beginning of the partnership; cohabitation substantially increases the risk of dissolution; the risk of divorce increases with the number of dependent children; finally, men's earnings reduce the divorce hazard.
The remainder of this paper is organized as follows. In the next section, we discuss the theoretical basis for our empirical analysis. Section three describes the data. Section four presents the results of a partnership dissolution model and checks for robustness. Section five provides some concluding remarks.
Theoretical Issues and Empirical Specification

Theoretical Issues
In theory, how should unanticipated house price shocks affect divorce decisions? The theoretical literature on the causes of marital instability (Becker et al., 1977 ; Weiss and Willis, 1997) emphasizes that couples separate when the utility expected from remaining married falls below the utility expected from divorcing and possibly remarrying. What determines the risk of marital dissolution are unexpected changes in the circumstances governing these expected utilities. For example, an unanticipated increase in the expected utility from continued marriage might induce a couple who otherwise would have filed for divorce to stay together. A favourable shock to opportunities outside marriage, by the same token, might cause a couple who otherwise would have remained married to split up.
Against this theoretical background, our analysis begins with the observation that for a majority of married couples the most important asset of the marriage is the family home.
2 It follows immediately, therefore, that what happens to the value of this asset should be one of the main concerns of couples considering whether to remain married or divorce. We now discuss, in more specific terms, how positive and negative house price shocks might affect the probability that a partnership dissolves. Becker et al. (1977) argued that positive shocks would in general destabilize marriages. However, there are many reasons why positive house price shocks might actually reduce the risk of partnership dissolution. First, the "financial accelerator" model (Bernanke et al., 1999a; Aoki et al., 2004 ) when applied to households suggests that positive house price shocks permit increases in household consumption through housing equity withdrawal as well as the prospect of moving up the property ladder through the provision of higher levels of collateral. Consequently, a positive house price shock and the opportunities it opens up might allow owner-occupier couples to avoid addressing difficulties in their relationship, which would have come to the fore in the absence of the positive shock. Second, there is the divorce affordability effect identified earlier in newspaper commentary. If house prices rise, it is more difficult for divorcing couples to buy two homes were one previously existed without excessively compromising lifestyles. As a result, the feasible levels of utilities that can achieved if couples divorce are reduced. This raises the gains from marriage over divorce and might thus contribute to a lower divorce risk. Yet the same factors might also make splitting up more attractive: rising property prices mean that selling the family home may provide more funds for two separate homes.
Consider next the effects of negative house price shocks on partnership dissolution.
The first effect of negative house price shocks is to reduce directly the wealth of owner-occupier couples. As Becker et al. (1977) noted, couples with less property wealth would be expected to have smaller gains from marriage and consequently higher probabilities of divorce. Moreover, falling house prices would bring to a halt household consumption through equity withdrawal and reduce the prospect of moving up the the property ladder by cutting collateral. Thus an unanticipated fall in house prices and the lost opportunities it entails would reduce the gains from marriage over divorce and might therefore increase the probability of divorce. Couples are also at risk of plunging into negative equity if house prices fall. Negative equity, and other economic problems associated with falling house prices, might put pressure on marriages and therefore contribute to a higher divorce risk, as suggested in an earlier quote. However, negative house price shocks might also reduce the risk of partnership dissolution, with struggling couples choosing not to divorce because they would have less equity in their property to share upon separation. Indeed, selling the family home during a housing market downturn might not provide divorcing couples with sufficient funds for two separate homes. Alternatively, cheaper property in a buyers' market might facilitate dissolution. Taken together, the theoretical issues listed above suggest that the effects of positive and negative house price shocks on partnership dissolution are a priori ambiguous and therefore an empirical issue.
Empirical Specification
Böheim and Ermisch (2001) investigate the impact of financial surprises on partnership dissolution risk using data from the first eight waves of the BHPS and estimate the relationship using a standard Probit model. As the probability of dissolution in period t is conditional on the union having survived up until period t − 1, it is necessary to account for this prior survival probability. Following Jenkins (1995), Böheim and Ermisch point out that Probit estimation yields consistent parameter estimates if a total elapsed partnership duration variable and a vector of explanatory variables all measured at t − 1 are included in the model. The specification is then equivalent to a discrete-time transition rate model for couple separation.
Böheim and Ermisch measure surprises using the response to a question on an individual's expectation of financial gain in the forthcoming year and their retrospective evaluation in the subsequent wave of whether their perceived financial situation had changed favourably or not. Restricting their sample to couples with dependent children and women aged less than sixty years, the main finding is that positive surprises reduce the dissolution risk. Negative surprises are found to be destabilizing but the coefficients of these dummy variables are statistically insignificant. This result is consistent with the empirical findings of Weiss and Willis (1997) on earnings shocks, but contradicts earlier theorizing from Becker et al. (1977) that both positive and negative financial surprises adversely affect the divorce rate.
Despite the dominance of housing assets in the total wealth of most couples, it is rare to find housing variables included in divorce equations. Given the substantial volatility in the housing market over the past twenty years, surprises generated by house price variation might be expected to have an important impact on partnership stability. This paper proceeds by employing the same baseline specification and variable definitions reported in Böheim and Ermisch.
3 In addition to their financial surprise indicators, the model includes a vector of various partnership and household characteristics and labour market variables. They found their main results to be robust with respect to modelling selection into marriage, the inclusion of educational controls and the use of alternative measures of income. Our primary innovation is to augment Böheim and Ermisch's specification with a housing wealth shock while retaining their financial surprise variables. The impact of the asset price shock is permitted to vary with mortgage debt and income levels and to be asymmetric with respect to the effect of positive and negative shocks.
We restrict our attention initially to homeowners as house price shocks are expected to have their most powerful impact on owner occupiers. We do not constrain the sample in terms of partners' age or presence of children. Robustness checks are used to test the sensitivity of the results to sample restrictions.
Data Description
The study utilizes longitudinal data from the British Household Panel Survey (BHPS) over the 14 year period 1991 to 2004. The BHPS is a nationally representative longitudinal survey of around 5000 households containing approximately 10000 original sample members who are interviewed annually. The second wave of the BHPS collected lifetime histories of co-residential partnerships, providing data on the number of previous partnerships and the duration of those continuing relationships formed prior to the first wave. For our primary regressions, we select a subsample of households occupied by a couple who are owner occupiers, whether formally married or informally living together. The woman is selected as representative of each partnership. Thus variables referring to a partner designate men. These selection rules generate 16171 couple year observations in the sample for home owners, comprising data on 1996 couples of which 179 (8.97%) dissolve their partnership.
A natural approach to modelling house price shocks is to use the annual subjective estimates provided by respondents of the current value of their main residence. However, there are several problems with using this self-reported measure to derive estimates of equity windfall gains or losses. As Disney et al. (2007) correctly note, respondent estimates are contaminated by moving behaviour. However, even excluding from the sample those households that change address, the estimated housing value measure remains affected by investment in property improvements. Such investments are only partially measured by the BHPS questionnaire insofar as they are financed by borrowing.
Incomplete measurement generates a potential endogeneity problem with the housing value variable in a divorce equation. Large, unmeasured do-it-yourself home improvement projects not only affect the value of property but may also have an impact on the gains to marriage, either positively in terms of enhanced marital contentment or else negatively as a source of conflict. Thus divorce risk and housing value are jointly determined by unobserved housing investment. As a result, estimates of the effect of house price shocks may suffer from bias.
Our preferred approach to modelling house price shocks is to follow Disney et al. (2007) and use real annual average house prices for semi-detached properties from the Halifax House Price Index (HHPI) across 65 counties over the sample period. Implementing the same method as Disney et al. (2007) , the county data are used to estimate a logarithmic second order house price auto-regression with time and county fixed effects. Alternative specifications of the autoregressive process are tested as a robustness check and these results are reported below. In all cases, house prices are deflated by the UK retail price index excluding mortgage interest payments (RPIX). The cumulated residuals from this AR(2) equation are treated as a measure of the unanticipated component of changes in real house prices and account for 4.5% of the variation in real house prices at the county level.
5
This residual-based measure of the house price shock should be interpreted as the deviation of house prices from trend. Theoretically, it is these unexpected gains or losses in house prices that are of interest, since it is shocks rather than anticipated changes in economic circumstances that destabilize marriage according to standard Beckerian theory. Econometrically, use of county house price data is likely to resolve the potential violation of exogeneity induced by measurement problems in subjective estimates of house valuations.
By construction, the residual based shock variable has an almost symmetric distribution. The mean value of the cumulated AR(2) shock is close to zero at 0.069 with a standard deviation of 0.45. For the estimating sample, slightly more observations on the shock variable are positive (8,153) than negative (8, 018) . This difference is an artefact of the matching of the annual county shock variable with the household panel data. As the BHPS uses local authority districts rather than county identifiers to record the geographical location of each household, the data are mapped from the 65 counties to the 278 local authority districts according to the location of each household by wave.
6 Using this method, we obtain for each household a county and year specific house price shock.
Estimation and Results
The Effects of House Price Shocks on Partnership Dissolution
Column (1) of Table 1 presents the results from the baseline specification of the partnership dissolution equation and column (2) decomposes the house price shock variable into positive and negative surprises. The key finding from the benchmark estimates in the first column is a negative coefficient on the lagged house price shock variable that is significant at the 5% level. The sign is consistent with both unanticipated positive house price changes protecting partnerships and negative shocks destabilizing them.
In order to test whether the effects of positive and negative surprises are asymmetric, two new variables are constructed that decompose the shock variable according to its sign. Following convention, the values of these variables are set to zero when the alternate shock occurs. 7 For ease of interpretation, negative shocks are converted to absolute values. The implication is that the coefficient estimate of the negative shock would be expected to have a positive sign if it destabilizes marriages, and negative otherwise. The results of the decomposition in column (2) show that the aggregate house price shock effect is driven chiefly by the adverse impact on partnership stability of negative surprises. 8 The positive shock has a negative sign but it is not well determined, though a Wald test for the equality of the shock coefficients in absolute terms cannot reject the null (χ 2 (1) = 1.08, p = 0.298). The main innovation in the Böheim and Ermisch and paper was the construction of the financial surprise variables. Our results are consistent with the replication of Walker and Zhu (2006) who adopt Böheim and Ermisch's financial surprise equation as a baseline for their investigation of the impact of changes in child support 6 We thank Andrew Henley for providing the data and the mapping from Halifax counties to BHPS local authority districts. 7 The same procedure for constructing positive and negative shock variables is utilized in the macroeconomic literature on money supply shocks (see, e.g., Cover, 1992).
8 Adding renters to the sample for owner occupiers makes little difference to the results. The estimated coefficient of the house price shock variable is -0.165 (0.040) and the coefficients of the positive and negative shocks are -0.062 (0.559) and 0.338 (0.026) respectively where p-values are in parentheses. Notes: the construction of the house shock variables is described in the main text. The p-values are adjusted to allow for correlation of disturbances among the observations on each couple over time.
liabilities on dissolution risk. Just as reported here in Table 1 , they find that it is negative surprises, especially large shocks, which are destabilizing for couples, with no significant partnership protection effect from positive surprises. Consistent with this pattern, our main result is that it is negative house price shocks that have a statistically significant impact on partnership dissolution. This is difficult to reconcile with the findings of Böheim and Ermisch for whom it is only positive surprises that matter.
The results for the control variables are similar to those reported by Böheim and Ermisch. Consider first those variables that are statistically significant. Consistent with standard theoretical explanations of Becker et al. (1977) , dissolution risk declines with partnership duration and a woman's age at the formation of the relationship. As is well known, cohabiting relationships are less stable than marriage, and for married women the risk of divorce increases with the number of previous marriages. While the presence in the household of a child below the age of five years protects a relationship from breakdown, there is a positive association between dissolution probability and the number of dependent children. Conditional on employment, partnership dissolution risk is decreasing in a husband's earnings, but both the labour income of the wife and the employment status of the partners are statistically insignificant. Likewise, age differences or homogamy in terms of religion or education do not seem to matter for the partnership break up decision, though sharing the same ethnicity appears to be protective.
Population Heterogeneity
Given negative externalities often arise from partnership dissolution, there is strong public policy interest in regulating divorce and its consequences. In particular, it is of policy concern to know whether the partnerships of vulnerable socioeconomic groups are disproportionately harmed or advantaged by house price shocks. Heterogeneity in the impact of shocks is investigated with respect to differences in four potentially relevant household characteristics, namely: income; mortgage debt; presence of dependent children and age. Households are divided into high and low income categories according to whether they exceed the median value of earned income in each wave. The mortgage debt variable is computed as the ratio of outstanding housing loan to income and the sample median is used to allocate households to high and low debt sectors. 9 The boundary between young and old age categories is defined at the sample median age for owner occupiers of 48 years. To examine whether the sensitivity of partnership dissolution to house price shocks depends on these characteristics, the shocks are interacted with dummy variables for each category. Notes: the construction of the house shock variables is described in the main text. All variables employed in interaction terms are measured at t − 1. All 8 equations include the explanatory variables specified in Table 1 . The p-values are adjusted to allow for correlation of disturbances among the observations on each couple over time. N = 16171 in all cases except for the mortgage debt equations where N = 12950. Notes: the construction of the house shock variables is described in the main text. The 8 regressions include the explanatory variables specified in Table 1 . p-values in parentheses below the estimated coefficients.
The first column of Table 2 presents the results from estimating four equations, one for each household characteristic, showing the interactions between the house price shock and dummy variables by category. The second column provides further decomposition by dividing each interaction into its positive and negative shock components. As before, none of the positive house price shocks are well determined. It is the negative shocks that are most powerful and statistically significant. In particular, negative shocks are destabilizing for couples with below median family income, above the median housing debt, and for those with dependent children and the relatively young. It is those couples experiencing the most financial stress on the family budget whose relationships are the most fragile in the face of negative house price shocks. The fact that it is families in relatively poor, young and indebted households which are most vulnerable to breaking down in the face of negative housing market shocks, clearly has consequences both for demands on welfare expenditures and the social well-being of the disadvantaged.
Robustness of Results
As there may be error in the measurement of the house price shocks (Disney et al., 2006) , Table 3 reports alternative specifications of this price shock in the partnership dissolution equation as a robustness check. For comparative purposes, the fourth column repeats the results from the baseline specification using the cumulative residuals from an AR(2) logarithmic county house price regression. Column (3) lists the estimates using the cumulative residuals from an AR(1) specification. The first two columns presents the results for the case in which the residuals are not cumulated over time. In general, these alternative shock measures turn out to be close substitutes. In all cases, the negative house price shock is significant below the 10% level whereas Notes: the construction of the house shock variables is described in the main text. The 6 regressions include the explanatory variables specified in Table 1 . p-values in parentheses below the estimated coefficients.
the positive shock is consistently badly determined. In unreported regressions, we also estimated specifications that additionally included fitted values from the autoregressive county house price equation as a measure of anticipated house price changes. Consistent with Becker et al.'s (1977) theory of marital instability, this variable never attained statistical significance. Table 4 provides estimates for the house price shock parameters of the baseline partnership dissolution model using three alternative sub-samples. As before, two equations are presented for each sub-sample, both with and without the decomposition into positive and negative shocks.
First, in column (1) the equation is re-estimated with the sample restricted to those women with dependent children. Despite this constraint imposing a loss of 60% of our observations, the estimates are materially similar to those for the full sample, though the unreported standard error of the negative shock is now much larger and the variable loses statistical significance as a result. Column (2) lists estimates for partnership dissolution when the sample is constrained to individuals under the age of sixty and column (3) reports the results for married couples alone. In both cases, the outcomes remain very similar to the baseline specification both for the aggregate house price shock and its decomposition.
10 Specifically, the asymmetry of the effect of unanticipated real house price gains and losses remains.
Do Positive House Price Shocks Matter at All? The Case of Renters
Thus far, the sample has been constrained to model the impact of house price shocks on homeowners, with renters excluded. Nevertheless, it is possible that there are spillover effects of these shocks on couples in rented property, though the mechanisms are likely to differ markedly between the public and private rental sectors.
For private tenants, unanticipated increases (decreases) in house prices could be perceived as damaging (improving) their prospects of climbing on to the property ladder, and thereby diminishing (augmenting) their marital gains. In other words, house price shocks could have the opposite effects on private renters as to those on owner occupiers.
For tenants in public housing, the Conservative government's privatization policy affected housing market prospects very powerfully. Following the Housing Act of 1980, secure tenants in local authority (council) housing received the right to buy their property at heavily discounted prices. Initially, those resident in council housing for at least three years were entitled to a discount of between 33%-50% on the market value depending on length of tenancy. In 1984, the minimum residency requirement was reduced to two years and the maximum discount increased to 60%, though the magnitude of discounts was capped in cash terms (Wilcox, 2007) .
11 Effectively, the right to buy scheme provides tenants with an option that generally increases in value as house prices rise. If the gains from marriage are increasing in the value of this option, then positive (negative) shocks to house prices should strengthen (weaken) marriages for renters in the local authority sector.
12 Table 5 presents sub-sample partnership dissolution estimates for renters in both the public and private sectors. In terms of the signs of the coefficients of the house price shock, the asymmetry between the two sectors is clearly apparent. Positive surprises stabilize partnerships for tenants in local authority housing but destabilize in the case of private renters. Negative surprises have the opposite signs, consistent with the proposed theoretical mechanisms. However, it is only the positive shock for council house tenants which is statistically significant. When house prices escalated faster than anticipated, this unexpectedly enhanced the value of the right to buy in most cases, reducing the divorce risk. The right to buy policy then had the unintended Notes: the construction of the house shock variables is described in the main text. The 4 regressions include the explanatory variables specified in Table 1 . p-values in parentheses below the estimated coefficients.
consequence of protecting partnerships against dissolution.
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For private renters, the statistical insignificance of the shock variables at conventional levels indicates that they are relatively unaffected by spillovers from surprise house price variations. Still, the signs and relative magnitudes of the coefficients support the hypothesis that unexpected setbacks to prospects of climbing on the property ladder tend to destabilize the partnerships of private renters.
Conclusion
This paper investigates a novel hypothesis regarding the impact of house price shocks on partnership dissolution. Although previous studies have tested for the effect of financial surprises, these have overlooked the importance of shocks arising from the housing market. Since housing is the dominant component of wealth for most owner occupiers, partnership stability is unlikely to be insensitive to real house price surprises. Our results show that the partnership dissolution decision of owner-occupier couples is particularly responsive to unanticipated adverse real house price movements compared to unexpected gains. In addition to this asymmetry, there is considerable heterogeneity in the response to negative shocks. Younger couples with relatively low income, high household debt, and dependent children are especially vulnerable to the destabilizing effects of negative house price surprises. By contrast, for couples renting houses from the local authority, it is positive house price shocks that mat-ter, and these reduce the probability of partnership dissolution. These results have implications for both theorists and policy-makers.
With regard to theory, there is scope for constructing formal models to identify the nature and relative importance of the mechanisms through which house price shocks affect marital stability. There are several channels that we consider plausible candidates.
First, house price surprises are known to affect consumption decisions, either through direct effects on perceived wealth or through their impact on borrowing constraints (Campbell and Cocco, 2007) . Interestingly, the evidence presented in US studies (Skinner, 1996; Engelhardt, 1996) demonstrates that negative house price shocks have a larger and more important effect on household consumption than positive house price shocks. Insofar as unexpected changes in consumption possibilities induce a revised assessment of marital gains, this body of evidence could help explain our finding that positive and negative house price shocks have asymmetric effects on the probability of partnership dissolution.
Second, house price surprises affect future prospects on the property ladder. That is, unanticipated price changes can shape a couple's evaluation of their likely opportunities in the housing market. Insofar as either shattered housing dreams or equity windfall gains affect the value of a partnership, such shocks will influence the dissolution risk. An important competing effect arises from the impact of house price surprises on divorce payoffs. To the extent that the house price shock changes the perceived affordability on the housing market of dissolving a relationship and forming two households, marital stability will again be affected.
With regard to policy, the past few decades have witnessed the emergence of major boom-bust cycles in the prices of various assets (e.g., equities, commercial real estate, residential housing) in a number of industrialized countries. Associated with the "bust" part of these cycles were in many cases significant contractions in real economic activity (Bernanke and Gertler, 1999b) . The results of this paper suggest that house price crashes can also do sustained damage to family stability, an issue which is firmly recognized as a priority by policy-makers. Since unanticipated increases in house prices have no effect on family stability for owner occupiers, while unanticipated decreases are destabilizing, this paper implies that policy-makers can reduce the risk of family breakdown by preventing or reducing the average size of unexpected decreases in house prices, i.e., by reducing the variance of the distribution of unanticipated changes in house prices (Becker et al., 1977) . As the broad aim of monetary policy is to stabilize expected inflation, it would seem that monetary policy is not an appropriate tool to combat the potentially damaging socio-economic effects of busts in house prices. Well-designed micro policies that support families with low income and high debt (e.g., mortgage interest deductibility, council tax rebates) may be the key to reducing the degree to which couples are affected by money lost on their homes. 
